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SCHEDULE I - Condensed Financial Information of Registrant

KMC Telecom Holdings,  Inc.
(Parent Company)

Notes to Condensed Financial Statements

December 31, 199%

1. BASIS OF PRESENTATION

In the parent company only financial statements, KMC Telecom Holdings, Inc.'s

(the "Company")} investment in subsidiaries is stated at cost less equity in

losses of subsidiaries since date of formation. These parent company financial
statements should be read in conjunction with the Company's consolidated .
financial statements. The Company's operating subsidiaries are KMC Telecom Inc. ‘
{"KMC Telecom”), KMC Telecom II, Inc. ("KMC Telecom II"}, KMC Telecom III, Inc.

("KMC Telecom III"} and KMC Telecom of Virginia, Inc. ‘ ) -

On September 22, 1997, the stockholders of KMC Telecom exchanged all of their
KMC Telecom common and preferred stock for equal numbers of shares of common and
preferred stock of the Company. ’

Pursuant to a management agreement among the Company and its subsidiaries, the
Company provides management and other services and incurs certain operating
expenses on behalf of its subsidiaries. Such costs are allocated to the
subsidiaries by the Company and reimbursed on a current basis. At December 31,
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1998 and 199%, an aggregate of $20.9 and $73.0 mi;lion. respectively, was due
from the subsidiaries for such costs and is included in the accompanying
condensed balance sheet at December 31, 1998 and 1999 as a current receivable.
Such reimbursements are permitted under the debt agreements of the Company's

subsidiaries.
2. SENIOR SECURED CREDIT FACILITY

On December 22, 1998, KMC Telecom, KMC Telecom II and KMC Telecom of Virginia
{the “Subsidiary Borrowers"), refinanced and expanded the Amendgd and Restated
Loan and Security Agreement (the "AT&T Facility") by enter@ng into a Loan §nd
Security Agreement (the "Senior Secured Credit Facility“)_w1th ATST Commercial
Finance Corporation ("AT&T Finance"), First Union Natlgnal Bank, General
Electric Capital Corporation ("GECC") and Canadian Imperial Bank of Commerce

lthe “Creditors“).

The Company has unconditionally guaranteed the repayment of the Senior Secured
Credit Facility when such repayment is due, whether at maturity, upon
acceleration, or otherwise., The Company has agreed to pay all amounts
outstanding under the Senior Secured Credit Facility, on demand, upon the
occurrence and during the continuation of any event of default (as defined
therein). The Company has pledged the shares of each of the Subsidiary Borrowers
to the Creditors to collateralize its obligations under the guaranty. 1In
addition, the Subsidiary Beorrowers have pledged all of their assets to the
Creditors. Accordingly, if there were an event of default under the Senior
Secured Credit Facility, the lenders thereunder would be entitled to payment in
full and could foreclose on the assets of the Subsidiary Borrowers, and the
holders of the Senior Discount Notes and Senior Notes would have no right to
share in such assets. At December 31, 1999, an aggregate of $235.0 million was
coutstanding under this facility.

Additionally, the Senior Secured Credit Facility restricts the ability of the
Subsidiary Borrowers to pay dividends to, or to pay principal or interest on
loans from, the Company. Such restrictions could adversely affect the Company's
liquidity and ability to meets its cash requirements, including its ability to
repay the S5enior Discount Notes and the Senior Notes.

At December 31, 1999, ap aggregate of $504.8 million has been loaned by. the
Company to the Subsidiary Borrowers to be used for the construction and
expansion of fiber optic telecommunications networks and for working capital and
general corporate purposes.

As discussed further in Note B, the Subsidiary Borrowers amended, restated and
combined the Senior Secured C(redit Facility and the Lucent Loan and Security
Agreement during the first quarter of 2000.
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3. SENIOR DISCOUNT NOTES

On January 29, 1998, the Company sold 460,800 units, each consisting of 12 1/2%
senior discount notes with & principal amount at maturity of $1,000 due 2008
pursuant to the Senior Discount Note Indenture between KMC Holdings and the
Chase Manhattan Bank, as trustee (the "Senior Discount Notes") and one warrant
to purchase .21785 shares of Common Stock of the Company at an exercise price of
$.01 per share. The gross and net proceeds of the offering were approximately
$250.0 million and $236.4 million, respectively. A substantial portion of the
net proceeds of the offering .have been loaned by the Company to its
subsidiaries. On August 11, 1998, KMC Holdings consummated an offer to exchange
the notes issued on January 29, 1998 for $460.8% million aggregate principal
amount at maturity of notes that had been registered under the Securities Act of
1933 (as used below and elsewhere herein, "Senior Discount Notes" includes the
original notes and the exchange notes).

The Senior Discount WNotes are unsecured, unsubordinated obligations of the
Company and mature on February 15, 2008. The Senior Discount Notes will fully
accrete to face value on February 15, 2003. From and after February 15, 2003,
the Senior Discount Notes will bear interest, which will be payable in cash, at
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the rate of 12.5% per annum on February 15 and BAugust 15 of each vyear,-
commencing August 15, 2003. The Company is accreting the initial carrying value
of the Senior Discount Notes to their aggregate face wvalue over the term of the
debt at its effective interest rate of 13.7%.

The indebtedness evidenced by the Senior Discount Notes ranks pari passu in
right of payment with all existing and future unsubordinated, unsecured
indebtedness of KMC Holdings and senior in right of payment to all existing and
future subordinated indebtedness of KMC Heldings, However, KMC Holdings is a
holding company and the Senior Discount Notes are, therefore, effectively
subordinated to all existing and future 1liabilities {including trade payvables)

of its subsidiaries.

The Senior Discount Note Indenture restricts, among other things, the ability of
the Company to dincur additional indebtedness, create liens, engage in
sale-leaseback transactions, pay dividends or make distributions in respect of
capital stock, make investments or certain other restricted payments, sell
assets of the Company, redeem capital stock, issue or sell stock of restricted
subsidiaries, enter into transactions with stockholders or affiliates or effect

a consolidation or merger.
4. LUCENT LOAN AND SECURITY AGREEMENT

KMC Telecom III entered into a Lean and Security Agreement (the “"Lucent
Facility") dated February 4, 199% with Lucent Technologies Inc. ("Lucent") which
provides for borrowings to be used to fund the acquisition of certain
telecommunications equipment and related expenses.

The -Company has unconditionally guaranteed the repayment of the Lucent Facility -
when such repayment is due, whether at maturity, upon acceleration, or
otherwise. The Company has agreed to pay all amounts outstanding under the
Lucent Facility, on demand, upon the cccurrence and during the continuation of
any event of default (as defined therein). The Companhy has pledged the shares of
KMC Telecom III to Lucent to collateralize its obligations under the guaranty.
In addition, KMC Telecom IIT has pledged all of its assets to Lucent.
Accordingly, if there were an event of default under the Lucent Facility, Lucent
thereunder would be entitled to payment in full and could foreclese on the
assets of KMC Telecom III and the holders of the Senior Discount Notes and
Senior HNotes would have no right to share in such assets. At December 31, 1999,
no amounts were outstanding under this facility.

Additionally, the Lucent Facility restricts the ability of KMC Telecom III to
pay dividends to, or to pay principal or interest on loans from, the Company.
Such restrictions could adversely affect the Company's liquidity and ahility to
meet its cash requirements, including its ability to repay the Senior Discount
Notes and the Senior Notes.

5. SENIOR NOTES

On May 24, 1999, the Company issued $275.0 million aggregate prinéipal amount of
13 1/2% Senior Notes due 2009. On December 30, 1999, the Company exchanged the

17

notes issued on May 24, 1999 for $275.0 million aggregate principal amount of
notes that had been registered under the Securities Act of 1933 (as used below,
"Senior Notes" includes the original notes and the exchange notes). Interest on
the Senior Notes is payable semi-annually in cash on May 15 and November 15 of
€ach year, beginning MNovember 15, 1999, A portich ©f the proceeds from the
offering of the Senior Notes was used to purchase a portfolio of U.S. government
securities that were pledged as security for the first six interest . payments on
the Senior Notes. : '

The Senior Notes are guaranteed by KMC Telecom Financing, Inc., a wholly-owned
subsidiary. The Senior Notes are senior, unsubordinated unsecured obligations of
KMC Holdings and rank pari passu in right of payment with all existing and
future unsubordinated, unsecured indebtedness of KMC Holdings and senior in
right of payment to all of existing and future subordinated indebtedness of KMC
Holdings. However, KMC Holdings is a helding company and the Senior Notes are,
therefore, effectively subordinated to all existing and future liabilities
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lincluding trade payables) of its subsidiaries.

The Senior Note Indenture contains certain covenants that, among other things,
limit the Company's ability to incur additional indebtedness, engage in
sale-leaseback transactions, pay dividends or make certain other distributions,
sell assets, redeem capital stock, effect a consolidation or merger of KMC
Telecom Holdings, Inc. and enter inte transactions with stockheolders and

affiliates and create liens on our assets.
6. REDEEMABLE EQUITY

Series E Preferred Stock

On  February 4, 1999, the Company issued 25,000 shares of Series E Senior
Redeemable, Exchangeable PIK Preferred Stock (the "Series E Preferred Stock") to
Newcourt Commercial Finance Corporation ("Newcourt Finance"), generating
aggregate gross proceeds of $22.9 million. The Series E Preferred Stock has a
liquidation preference of $1,000 per share and an annual. dividend equal to 14.5%
of the liquidation preference, payable quarterly. On or before January 15, 2004,
the Company may pay dividends in cash or in additional fully paid and
nenassessable shares of Series E Preferred Stock. After January 15, 2004,
dividends must be paid in cash, subject to certain conditions. Unpaid dividends
accrue at the dividend rate of the Series E Preferred Stock, compounded
guarterly. During 1999, the Company issued 5,004 shares of Series E Preferred
Stock to pay the dividends due.

The Series E Preferred Stock must be redeemed en February 1, 2011, subject to
the legal availability of funds therefor, at a redemption price, payable in
cash, equal to the liguidation preference thereof on the redemption date, plus
all accumulated and unpaid dividends to the date of redemption.

The Series E Preferred Stock is not convertible. The Company may, at the sole
option of the Board of Directors (out of funds legally available), exchange all,
but not less than all, of the Series E Preferred Stock then outstanding, for a
new series of subordinated debentures (the "Exchange Debentures") issued
pursuant to an exzchange debenture indenture.

Series F Preferred Stock

On February 4, 1999, the Company issued 40,000 shares of Series F Senior
Redeemable, Exchangeable PIX Preferred Stock (the "Series F Preferred Stock") to
Lucent and Newcourt Finance, generating aggregate gross proceeds of $38.9
million. The Series F Preferred Stock has a liquidation preference of $1,000 per
share and an annual dividend equal ¢o 14.5% of the ligquidation preference,
pavable gquarterly., The Company may pay dividends in cash or in additional fully
paid and. nonassessable shares of Series F Preferred Stock. During 1999, the
Company issued 4,177 shares of Series F Preferred Stock to pay the dividends due
for such period.

Upen the earlier of (i) the date that is sixty days after the date on which the
Company closes an underwritten primary offering of at least 3200 million of its
Common Stock, pursuant to an effective registration statement under the
Securities Act or {ii} February 4, 2001, any outstanding Series F Preferred
Steock will automatically convert into Series £ Preferred Stock, on a one for one
basis.
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The Company may, at the sole option of the Board of Directors (out of funds
legally available), exchange all, but not less than all, of the Series F
Preferred Stock then outstanding for Exchange Debentures.

Warrants

In connection with the February 4, 1999 issuances of the Series E Preferred
Stock and the Series F Preferred Stock, warrants to purchase an aggregate of
24,660 shares of Commcn Stock were sold to Wewcourt Finance and Lucent. The
aggregate gross proceeds from the sale of these warrants was approximately £3.2
million. These warrants, at an exercise price of $.01 per share, are exercisable
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from February 4, 2000 through February 1, 2008.

In addition, the Company also delivered to the Warrant Agent certificates
representing warrants to purchase an aggregate of an additional 107,228 shares
of Common Stock at an exercise price of §.01 per share (the "Springing
Warrants"). The Springing Warrants may become issuable under the circumstances

described in the following paragraph.

If the Company fails te redeem all shares of Series F Preferred Stock prior tce
the date (the “"Springing Warrant Date") which is the earlier of (i) the date
that is sixty days after the date on which the Company closes an underwritten
primary offering of at least $200 million of its Common Stock pursuant to an
effective registration statement under the Securities Act or (ii) February 4,
2001, the Warrant Agent 15 authorized to issue the Springing Warrants to the
Eligible Holders (as defined in the warrant agreement) of the Series E and
Series F Preferred Stock. In the event the Company has redeemed all outstanding
shares of Series F Preferred Stock prior to the Springing Warrant Date, the
Springing Warrants will not be issued and the Warrant Agent will return the
certificates to the Campany. To the extent the Company exercises its gption to
exchange all of the Series F Preferred Stock for Exchange Debentures prior to
the Springing Warrant Date, the Springing Warrants will not become issuable.
Therefore, as the future issuvance of the Springing Warrant is entirely within
the control of the Company and the Jlikelihood of their issuance is deemed to be
remote, no value has been ascribed to the Springing Warrants.

Redempticn Rights

Pursuant to a stockholders agreement, certain of the Company's stockheclders and
warrant holders have "put rights" entitling them to have the Company repurchase
their preferred and commen shares and redeemable common stock warrants for the
fair value of such securities if no Liquidity Event (defined as (i) an initial
public offering with gross progeeds of at least $40 million, ({ii) the sale of
substantially all of the stock or assets of the Company or (iii) the merger or
consolidation of the Company with onhe or more other corporations) has taken
place by the 1later of (x) October 22, 2003 or (y) 90 days after the final
maturity date of the Senipr Discount Notes. The restrictive covenants of the
Senior Discount Notes limit the Company's ability to repurchase such securities.
Ril of the securities subject to such "“put rights" are presented as redeemable
“eguity in the accompanying balance sheets.

The redeemable preferred stock, redeemable common stock and redeemable common
stock warrants, which are subject to the stockheolders agreement, are being
accreted up to their fair market values from their respective issuance dates to
their earliest potential redemption dare (October 22, 2003). At December 31,
1959, the aggregate redemption value of the redeemable equity was approximately
$320 million, reflecting per share redemption amounts of §1,212 for the Series A
Preferred Stock, §476 for the Series C Preferred Stock and' $250 for the
redeemable common stock and redeemable common stock warrants.

7. BARBITRATION BAWARD

During the second quarter of 1993, the Company recorded a $4.3 million charge to
other expense in connection with an unfavorable arbitration award. The net
amount due under the terms of the award was paid in full in June 1999,

8. SUBSEQUENT EVENTS

On February 15, 2000, KMC Telecom, KMC Telecom II, KMC Telecom of Virginia and
KMC Telecom III (the "Borrowers"), amended, restated and combined the Senior
Secured Credit Facility and the Lucent Facility by entering into a $700 million
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Loan and Security Agreement {the “"Amended Senior Secured Credit Facility") with
a group of lenders led by Newcourt Commercial Finance Corporation, GE Capital,
Canadian 1Imperial Bank of Commerce ("CIBC"), First Union National Bank and
Lucent Technologies, Inc. (the "lLenders").

The Amended Senior Secured Credit Facility includes a $175 million reducing
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revolver facility (the “"Revolver"), a $75 million term loan (the "Term Loan")
and a 5450 million term loan facility (the "Lucent Term Loan").

The Revolver will mature on April 1, 2007, Proceeds from the Revolver can be
used to finance the purchase of certain equipment, transaction costs and upon
attainment of certain financial condition, for working capital and other general
corporate purposes. The aggregate commitment of the Lenders under the Revolver
will be reduced on each payment date beginning April 1, 2003. The initial
quarterly commitment reduction is 5.0%, reducing to 3.?5% on July 1, 2003 and
increasing to 6.25% on July 1, 2004, and further increasing to 7.50% on July 1},
2006. Commencing with the fiscal year ending December 31, 2001, the aggregate
Revolver commitment will be further reduced by an amount equal to 50% of excess
operating c¢ash flows (as defined in the Facility} for the prior fiscal year
until the Borrowers achieve certain financial conditions. The Borrowers must pay
an annual commitment fee on the unused portion of the Revolver ranging from .75%

to 1.25%. :

The Term Loan is payable in twenty consecutive gquarterly installments of.
$188,000 beginning con April 1, 2002 and two final installments of $35.6 million
each on April 1, 2007 and July 1, 2007. Proceeds from the Term Loan can be used
to finance the purchase of certain equipment, transaction costs, working capital
and other general corporate purposes.

The Lucent Term Loan provides for an aggregate commitment of up to 5450 million.
Proceeds from the Lucent Term Loan can be used to purchase Lucent products er to
reimburse the Borrowers for Lucent products previously purchased with cash or
other sources of liquidity. The Lucent Term Loan will mature on July 1, 2007 and
has required quarterly amortization beginning on July 1, 2003 of 5%. The
amortization decreases to 3.75% per quarter beginning on October 1, 2003,
increases to 6.25% on October 1, 2004 and further increases to 7.50% on October
1, 2006. An annual commitment fee of 1.50% is payable for any unused portion of
the Lucent Term Loan.

The Amended Senior Secured Credit Facility will bear interest payable at the
Borrowers' option, at {(a) the "Applicable Base Rate Margin® (which generally
ranges from 2.00% to 3.25%) plus the greater of (i) the administrative agent's
prime rate or ({ii} -the overnight federal funds rate plus .5% or (b} the
"Applicable LIBOR Margin" (which generally ranges from 3.00% to 4.25%) plus
LIBOR, as defined. "Applicable Base Rate Margin" interest is payable gquarterly
while “"Applicable LIBOR Margin" interest is payab.e at the end of each
applicable interest period or at least every three months. If a payment default
were to occur, the interest rate will be increased by four percentage points. If
any other event of default shall occur, the interest rate will be increased by
two percentage points. ) .

KMC Holdings has unconditionally guaranteed the repayment of the Amended Senior
' Secured Credit Facility when such repayment is due, whether at maturity, upon
acceleration, or otherwise. KMC Holdings has pledged the shares of each. of the
Borrowers to the Lenders to collateralize its obligations under the guaranty. In
addition, the Borrowers have each pledged all of their assets to the Lenders.

The Amended Senior Secured Credit Facility contains a number of affirmative and
negative covenants including, a covenant requiring the Borrowers to obtain cash
capital contributions from KMC Holdings of at least $185 million prior to April
1, 2001. KMC Holdings has secured a2 financing commitment for $100 million in PIK
preferred stock from Lucent towards this reguirement and currently contemplates
raising the balance of $85 million through sales of private and public
Securities in the capital markets. Additional affirmative and negative covenants
include, among others, restricting the ability .of the Borrowers to consolidate
or merge with any person, sell or lease assets not in the ordinary course of
business, sell or enter into long term leases of dark fiber, redeem stock, pay
dividends or make any other payments ({including payments of principal or
interest on loans) to KMC Holdings, create subsidiaries, transfer any permits or
licenses, or incur additional indebtedness or act as guaranter for the debt of
any person, subject to certain conditions.

The Borrowers are required to comply with certain financial tests and maintain
certain financial ratios, including, among others, a ratio of total debt to
contributed capital, certain minimum revenues, maximum EBITDA losses and minimum
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EBITDA, maximum capital expenditures and minimum access lines, a maximum total
leverage ratio, a minimum debt service coverage ratio, a minimum fixed charge
coverage ratic and a maximum consolidated leverage ratio. The covenants become
more restrictive upon the earlier of (i) March 31, 2002 and {ii} after the
Borrowers achieve positive EBITDA on a combined basis for two consecutive fiscal
quarters and a total leverage ratic (as defined) egual to or less than 8 to 1.

Failure to satisfy any of the financial covenants will constitute an event of
default under the Amended Senior Secured Credit Facility permitting the Lenders,
after notice, to terminate the commitment and/or accelerate  payment. of
outstanding indebtedness, The Amended Senicr Secured Credit Facility also
includes other customary events of default, including, without limitation, a
cross-default to other material indebtedness, material undischarged Jjudgments,
bankruptcy, loss of a material franchise or material license, breach of
representations and warranties, a material adverse change, and the occurrence of
a change of control
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KMC Telecom Holdings, Inc.

SCHEDULE II - Valuation and Qualifying Accounts
{in thousands)

ADDITIONS
CHARGED TO
BALANCE AT CHARGED TO OTHER
BEGINNING COSTS AND ACCOUNTS - .DEDUCTIONS = BALANCE AT
DESCRIPTION OF PERIOL EXPENSES DESCRIBE - DESCRIBE END OF PERICD

YZAF ENDED DECEMBER 31, 14%7:
Alizwanze for doubtful accounts s — 5 kT 5 - 3 - T
arrEmsEsaEwREmEnE
YEAR ENDED DECEMBER 31, 198E8: )
Rllowance for doubtful accounts 5 34 § 370 $ -~ § 54¢(1)° 5350
YERR ENDED DECEMBER 31, 1399 .
hllowance for doubtful accounts $ 350 £5,263 LS 5 6212 $5,551

(1) Uncollectible accounts written-off.

B2

ITEM 9. CHANGES 1IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None.
PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.
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The following table sets forth certain information with respect to the
persons who are members of the Board of Directors or are executive officers of

the Company as of March 2%, 2000.

NAME AGE POSITION

Harold N. Kamine.......... eessss 43 Chairman of the Board of Directors

Gary E. Lasher........cconuvinnn 64 Vice Chairman of the Board of Directors

Roscoe C. Young II...... eseeess 49 President, Chief Operating Officer and
Directer

William H. Stewart........cc00va 33 Executive Vice President, Chief Financial
Officer and Director

Tricia Breckenridge...... es+see. 533 Executive Vice President - Business
Development :

James L. Barwick.......... veve.- 67 Senior Vice President and Chief Technology
Qfficer

John G. Quigley....ccvuiiaunn ... 46 Director

Richard H. Patterson............ 41 Director

Randall A. Hack.. ... cvvievannnn. 52 Directror

The business experience of each of the directors and executive officers of
the Company is as follows:

HAROLD N. KAMINE is the Chairman of the Board of the Company and its
founder and has been a director of the Company since 1994, He is also chief
executive officer and sole owner of Kamine Development Corp. and associated
companies in the independent power industry. Mr. Kamine has successfully
financed a number of unregulated non-utility power generation projects.
Companies owned by Mr. Kamine owned substantial interests in and managed six
power generation plants in the Northeastern United States. Mr. Kamine devotes
approximately eighty percent of his time to the affairs of the Company.

GARY E. LASHER -joined the Company as its Vice Chairman of the Board
effective November 1, 1827. He was the founder, Chief Executive o©Officer and
President of Eastern TeleLogic Corporation from 1987 to 1997. Eastern Telelogic
was a leading competitive local exchange carrier operating in greater
Philadelphia, Delaware and southern New Jersey before its purchase by TCG
(Teleport Communications Group) in October 1996. Prior to Eastern Telelogic,
from 1984-1986, Mr. Lasher was Chief Operating Officer of Private Satellite
Network, a company which built and operated video satellite networks for major
corporations. Mr. Lasher spent 20 years with Continental Telephone holding
various positions including Corporate Vice President, President of the
International Engineering and Construction Company, and various senior positions
with Continental Telephone's regulated subsidiaries. Mr, Lasher is one of the
founding members of the Association for Local Telecommunications Services
("ALTS") and served for three years as Chairman of the Association.

ROSCOE €. YOUNG 1II has over 20 years experience in the field of
telecommunications with both new wventure and Fortune 500 companies. He has
served as a director of the Company since December 1999. He was elected
President and Chief Operating Officer of the Company in March 2000. Previously
he had been Executive Vice President and Chief Operating Officer. Prior to
joining the Company in November 1996, Mr. Young served as Vice President,
Network Component Services for Ameritech Corporation from June 1994 to October
1996. From March 1988 to June 1994, Mr. Young served as Senior Vice President,
Network Services for MFS Communications. From October 1977 to March 1988, Mr.
Young served in a number of senior operations, sales and marketing, engineering,
financial management, and human resource positions for ATLT Corp.

WILLIAM H. STEWART has served as a director of the Company since August
1997, Mr., Stewart Jjoined the Company as Executive Vice President and Chief
Fipancial ©Officer in March 2000. Mr. Stewart is Managing Director of Nassau
Capital L.L.C. and Joined that firm in June 1995. From 1989 wuntil Joining
Nassau, Mr. Stewart was a portfolio manager -and equity analyst at the Bank of
New York. He is a Chartered Financial Analyst and a member of the New York
Soclety of Security Analysts.
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TRICIA BRECKENRIDGE joined the Company in April 1985. From January 1983 to
April 1995 she was Vice President and General Manager of FiberNet USA's
Huntsville, Alabama operaticns. Previcusly she had served as Vice President,
External Affairs and later Vice President, Sales and Marketing of Diginet, Inc.
She was co-founder of Chicage Fiber Optic Corporation, the predecessor of
Metrcpolitan Fiber Systems. Earlier she was Director of Regulatory Affairs for

Telesphere Corporation.

JAMES L. BARWICK has 40 years of experience in the telecommunications
industry. Mr. Barwick joined the Company in March 1997. Pricr to joining the
Company, Mr. Barwick had been self-employed since 1986 as a telecommunications
consultant with expertise in equipment application engineering, radio path
engineering, analog and digital Mux, switching and transport systems in the long
distance carrier and incumbent local exchange carrier areas, technical writing,
project management and computer assisted design systems.

JOHN G. QUIGLEY has served as a director of the Company since August 1996.
Mr. OQuigley is a founding member of Nassau Capital L.L.C., which is the general
partner of Nassau Capital Partners. Between 1980 and the formation cof Nassau
Capital in 1995, Mr. Quigley was an attorney with the law firm of Kirkland &
Ellis in Chicago; a partner at Adler & Shaykin; and a partner at Clipper Capital
Partners. '

RICHARD H., PATTERSON has served-as a director of the Company since May
1997. From May 1986 to January 1999, Mr. Patterson served as a Partner of Waller
Capital Corporation, a media and communications investment banking firm. Since
August 1997, he has served as a Vice President of Waller~Sutton Media LLC and
Vice President of Waller-Sutton Management Group, Inc., two entities which
manage a media and telecommunications private equity fund. Since Janwary 2000,
Mr. Patterson has served as a founding principal of a second media and
telecommunications private equity fund managed by Spire Capital Partners LLC and
Spire Capital Management, Inc. Mr. Patterson is a member of the Board of
Directors cof Regent Communications, Inc¢., which owns and operates radio stations
in mid-to-small size markets.

RAMDALL A. HACK has served as a director of the Company since pugust 19396,
Since January 1995, Mr. Hack has been z member of Nassau Capital L.L.C., an
investment management firm. From 1990 to 1994, he was the President and Chief
Executive Officer of Princeton University Investment Company, which manages the
endowment for Princeton University. Mr. Hack alsc serves on the Boards of
Directors of Sweetwater, Inc., OmniCell Technologies, Inc., Castle Tower Holding
Corp. and Mezzanine Capital Property Investors, Inc.

Pursuant to provisions contained in both the Company's certificate of
incorporation and a stockholders agreement, Mr. Kamine and the Nassau entities
are currently entitled to elect all of the Directors, three of whom are
nominated by Mr. Kamine {one of whom must be the President and Chief Executive
Officer}, three of whom are nominated by Nassau and two of whom are nominated by
agreement of Mr. Kamine, WNassau and either Newcourt Communications Finance
Corporation or the holders of a majority of the outstanding shares of the
Company's Series C Cumulative Convertible Preferred Stock. The number of
Directors which Mr. Kamine is entitled to elect would be reduced to two if the
number of shares owned by him were to fall Dbelow two-thirds of the number of
shares of the Company initially issued to him, and to one if the number of
shares owned by him were to fall below one-third of the number of shares
initially issuwed to him. If his ownership were to fall below 5% of the number of
shares initially issued to him, Mr. Kamine would nc longer be entitled to elect
any Directors pursuant to such provisions, Comparable reductions would be made
to the number of Directors which Nassau is entitled to elect if its ownership
were to fall below the specified fractions. If & default relating to payment
occcurs under our Amended Senior Secured Credit Facility, and continues uncured
for 90 days, the heolders of Series C Cumulative Convertible Preferred Stock
{currently Nassau, General Electric Capital Corperation and First Union) will be
entitled to elect two additiocnal Directors, who will serve until the default is
cured.

Kamine/Besicorp Allegany L.P., an independent power cempany 50% owned by
corporations which Mr. Kamine owns, filed a voluntary petition to reorganize its
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business under Chapter 11 of the Federal Bankruptcy Code in ﬂovember 1885, 1In
October 1998, the bankruptcy court confirmed a plan of ligquidation for this

entity.

Directors hold office until the next Annual Meeting of stockholders or
until their successors are duly elected and qualified. Executive officers are
elected annually by the Board of Directors and serve at the discretion of the

Board of Directors.

84

COMMITTEES OF THE BOARD

The Board of Directors of the Company has authorized a Compensation
Committee to be composed of three members. The present members of the
Compensation Committee are Messrs., Kamine, Quigley and Patterson. The Board of
Directors has created an Executive Committee consisting of Mr. Kamine and Mr.
Quigley, or, in Mr. Quigley's absence, Mr. Stewart. The Board of Directors has
also created an Audit Committee consisting of Messrs. Lasher, Patterson and

Quigley.
ITEM 1l1. EXECUTIVE COMPENSATION,

SUMMARY COMPENSATION TABLE

The following table sets forth information concerning compensation for
services in all capacities awarded to, earned by, or paid to, any person acting
as the Company's Chief Executive Officer during 1999, regardless of the amount
of compensation paid, and the other four most highly compensated executive
officers of the Company whose aggregate cash and cash equivalent compensation
exceeded $100,000 during the fiscal year ended December 31, 1999 (collectively,
the "Named Executive Officers"):

LONG TERM
ANRUAL COMPENSATION COMPENSATION
OTHER ANNUAL SECURITIES
COMPENSATION UNDERLYING
NAME AND POSITION YEAR SALARY(S: BONUS (§) (511 OFTIONS () 12)
Harcgld I, Kamine.....v.euununnnnnss 1959 $450,000 - - -
Chairman of the
Board
Michael A. Sternberg{3}.........su. 1999 $496,539 $272,500 - -
President and Chief Executive 1958 $27%,000 5407, 500 - 65,000
officer 1997 $240,385 $187,500 §45,908 9,228
Rescoe €. Young Il............. ..., 1999 544¢€,539 $362,500 §18,75¢ -
Executive Vice President 1998 $218,270 $497,500 552,189 32,500
and Chief Operating Officer 1597 §1890,000 $1B2,046 $198,180 2,309
James D. Grenfell(4h......cvunvnenn 1999 5222,692 $12¢,000 555,403 18,000
Executive Vice President,
Chief Financial
Officer and Secretary
Tricia Breckenridge............, .., 1999 $153,212 $B€,000 - 1,000
Executive Vice Presidept - 1958 $155,577 $7%,000 - 5,000
Business Development 1937 §104,138 549,000 - 691

(1) The amount reported in this column for Mr. Sternberg in 1997 includes
relocation related expenses of 539,662 and personal use of a Company
automobile of $6,247. The amounts reported in this column for Mr. Young
include relocation related expenses of 518,750 in 1999, relocation related
expenses of $47,377 and personal use of a Company automobile of $4,812 for
1998, and relocation related expenses of $196,029 and personal use of a
Company automobile of $2,151 for 1997. The amounts reported in this column
for Mr. Grenfell include relocation related expenses of $49,265 and
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personal use of a company automobile of 56,136 for 1999. The  aggregate
value of the perquisites and other personal benefits, if any, received by
Mr. Sternberg in 1999 and 1998 and by each of Mr., Kamine and Ms.
Breckenridge 4in 19982, 1998 and 1997 have not been reflected in this table
because the amount was below the Securities and Exchange Commission's
threshold for disclosure (i.e., the lesser of $50,000 or 10% of the total
of annual salary and bonus for the executive officer for the year).

{2) The ogptions granted in 1997 were options to purchase shares of common stock
of the Company's principal operating subsidiary KMC Telecom Inc. All of the
options shown as granted in 1997 were cancelled during the third quarter of
1998 and replaced by options to purchase Common Stock of the Company. See
"stock Option Grants." All options granted during 1998 are options to
purchase shares of Commen Stock of the Company.
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{3) Mr. Sternkerg served in the capacities indicated throughout the year ended
December 31, 1999.

{(4) Mr, Grenfell joined the Company as Executive Vice President and Chief
Financial Officer in March 1999 and the .compensation figures for him are
for the period from that date to the end of the year. William H. Stewart
became Executive Vice President and Chief Financial Officer in March 2000.

STOCK COPTION GRANTS

The following table sets forth information regarding grants of options to
purchase shares of Commen Stock made by the Company during 1989 to each of the
Named Executive Officers.

OPTION GRANTS IN FISCAL YEAR 1999

INDIVIDUAL GRANTS

PERCENT OF

NUMBER OF ToTAL X POTENTIAL REALIZABLE VALUE AT
SECURITIES  OPTIONS ASSUMED ANNUAL RATES OF STOCK
UNDERLYING GRANTED T¢ MARKET PRICL PAICE APPRECIATION FOR
OPTICNS EMPLOYEES EXERTISE OR QF COMMON QPTICN TERM 13)
GFANTEDL  IN FISCAL BRSE PRICE STOCK ON DATE EXPIRATION ~o-— - vwmermassemam o cmamaaae
HAME LR jaan ($/SHARE: OF GRANT iI) DRTE . 5 . 1o

Harsld Y. Kamine......... - - - - - - - -
¥icnaal A Sternberg .... - - - - - - - _
Roscoe C. Young II....... - - - - - - - -
James L. Grenfell......... 18,000 1.8 §125 s130 01/01/0% §80,000 $1,%566,000 3. B16, 000
Tricia Breckenridge....... 1,004 L2 s128 3130 01/01/09  § 5,000 s 87,000 3 217,000

________________ ]t 8. o o

{1}y 10% of the aggregate amount of each such option vests on each subsequent
six-month anniversary of the date of grant.

{2) There is no active trading market for the Company's Common Stock. The
market price ‘shown is based upon management's estimate of the fair value of
the Company's Common Stock on the date in January 1999 when these options
were granted. ' .

(3} Amounts reported in these columns represent amounts that may be.realized
upen -exercise of options immediately prior to the expiration of their term
assuming the specified compounded rates of appreciation (0%, 5% and 10%) on
Common Stock over the term of the options. These assumptions are based on
rules promulgated by the Securities and Exchange Commission and do not
reflect the Company's estimate of future stock price appreciation. Actual
gains, if any, on the stock option exercises and Common Stock holdings are
dependent on the timing of such exercises and the future value of the
Common Stock. There can be no assurance that the rates of appreciation
assumed in this table can be achieved or that the amounts reflected will be

Copyright 2000 EDGAR Online, Inc. tver 1.01/2.003) Page 86

DCO1/JENKE/110003.]



e e s b i A T n 48 03 ikt i oad

L i Y I Y AN .54 LRI P

KMC TELECOM HOLDINGS INC — I0-K — Annual Report Date Filed: 3/31/2000

received by the option holders.
OPTION EXERCISES AND OPTION YEAR-END VALUE TABLE

No options were exercised during 1999 by any of the Named Executive
Officers. The following table sets forth information regarding the number and
year-end value of unexercised options to purchase shares of Common Stock held at
December 31, 1999 by each of the Named Executive Officers.

Bé

FISCAL 199% YERR-END OPTION VALUES

NUMBER OF SECURITIES

VALUE OF UNEXERCISED
UNDERLYING UNEXERCISED

" IN-THE-MONEY"
SHARES VALUE OPTIONS AT

OPTIONS AT
ACQUIRED ON REALIZED DECEMBER 31, 1999

DECEMBER 31, 1999 .
NAME EXERCISE (#} ($}  EXERCISABLE/UNEXERCISABLE

EXERCISABLE/UNEXERCISABLE (1)

Harold N. Kamine - - -

5 - /5 -

Michael A. Sternberg - - 39,000/26,000
$8,970,000/%5,550,000. - )
Roscoe C. Young II - - 15,500/13,000
$4,485,000/%2,795,000

James D. Grenfell - - : 1,800/16,200
$225,000/82,025,000

Tricia Breckenridge - ' -~ . 4,600/1,400

51,027,500/5217, 500

(1) Options are "In-the-Mcney" if the fair market wvalue of the underlying
securities exceeds the exercise price of the options. There is no active
trading market for the Company’s Common Stock. The fair market value of the
option grants at December 31, 1999 was determined on the basis of
management's estimate of the fair value of the Company's Common Stock on
that date.

DIRECTCOR COMPENSATION

The Company's Directors do not currently receive any compensation for their
services in such capacity, except that Mr. Lasher receives $25,000 per year in
connection with his services as Vice Chairman of the Board and Mr. Patterson
receives $25,000 per year in connection with his services as a Director.

EXECUTIVE EMPLOYMENT CONTRACTS

The Company has an employment contract with Harold N. Kamine, the Chairman
of its Board of Directors. The Company's employment agreement with Mr, Kamine
provides for a term of four years, effective as of January 1, 1999. Under the
agreement, Mr. Kamine's base salary is $450,000 per annum, and Mr. Kamine is
required to devote at least fifty percent of his time and attention to the
performance of his duties under the agreement. Mr. Kamine is entitled to receive
benefits generally received by senior executives of the Company, including
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reimbursement of expenses incurred on behalf of the Company, and participation
in group plans. I Mr. Kamine's employment agreement is terminated as a result
of Mr. Kamine's death or permanent disability, or upon the Company's breach of
the agreement, he, or his estate, 1is entitled to a severance paymenF.in an
amount egual to the lesser of (i) two times his annual base sala;y and flll the
aggregate unpaid base salary that would have been paid to_hlm durlng .the
remaining balance of the term of the employment contract, subject to a minimum
of one-half of his annual base salary.

The Company has an employment contract with Roscoe C. Young, II, President
and Chief Operating Officer. The Company's employment agreement with Mr. Young

provides for a term of four years, effective as of January 1, 1999, Under the-

agreement, Mr. Young's base salary is 5450,000 per annum and he is entitled to
be considered for an annual bonus in an amount to be determined by the
Compensation Committee of the Company's Board of Directors. Mr. Young is
entitled to receive benefits generally received by Company officers, including
options to purchase Company Stock, reimbursement of expenses incurred on behalf
¢f the Company, and a leased automobile. Upon termination of the agreement, Mr,
Young is subject to a confidentiality covenant and a twenty-four month
non-competition agreement. If the Company terminates Mr. Young's employment
without cause, he is entitled to a severance payment in an amount equal tc the
lesser of (i) twe times his annual base salary and (ii) the aggregate unpaid
base salary that would have been paid to him during the remaining balance of the
term of the employment contract, subject te a minimum of one-half of his annual

base salary.
SEPARATION AGREEMENTS

On March 7, 2000, the Company entered into a separation agreement and
release with Michael A, Sternberg, pursuant to which Mr, Sternberg's employment
as the Company's President and Chief Executive Officer was terminated, by mutual
agreement, effective March 8, 2000. Under the separation agreement, Mr.
Sternberg was paid $500,000 and is entitled to an additional $500,000 which will
be paid in semi-monthly installments between April 1, 2000 and March 31, 200%,

a7

subject to acceleration in certain circumstances. Mr. CSternberg was also
reimbursed for accrued wvacation time. Pursuant to the agreement, the Company
will pay the costs associated with Mr. Sternberg's current enrollment in the
Company's health care plans through December 31, 2001. Mr. Sternberg will also
retain 65,000 stock options previously granted to him under the KMC Heoldings
Stock Option Plan. . Mr. Sternberg has agreed to vote any shares of common stock
owned by him in accordance with the shares owned by Mr. Kamine and Nassau. Mr.
Sternberg has agreed to make himself available to consult with the Company on a
nen-exclusive basis through December 31, 2001. -

On March 7, 2000, the Company entered into a separation agreement and
release with James D. Grenfell, pursuant to which Mr. Grenfell's employment as
the Company's Executive Vice President, Chief Financial O0fficer and Secretary
was terminated, by mutual agreement, effective March 8, 2000. Under the
separation agreement, Mr. Grenfell was paid $500,000 and is entitled to an
additional $300,000 which will be paid in semi-monthly installments toc be paid
over a twelve month period in accordance with the Company's payroll practices.
Mr. Grenfell is-also entitled to a payment of $200,000 on March 1, 2001.
Pursuant to the agreement, the Company will pay the costs associated with Mr.
Grenfell's current enrollment in the Company's health care plans through
December 31, 200l. Mr. Grenfell will also retain 3,600 stock options previously
granted to him under the KMC Heldings Stock Option Plan. Mr. Grenfell has-agreed
to vote any shares of common stock owned by him in accordance with the shares
owned by Mr. Kamine and Nassau. The Company will also pay Mr. Grenfell up to
$40,000 for certain relocation and other services.

EMPLOYEE PLANS

KMC Holdings Stock Option Plan. Employees, directors or other persons
having a unique relationship with the Company or any of its affiliates are
eligible to participate in the KMC Holdings Stock Option Plan. However, neither
Mr. Kamine nor any person employed by Nassau or any affiliate of Nassau is
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eligible for grants under the plan. The KMC Holdings Stock Option Plan is
administered by the Compensation Committee of the Board of Directorg of the
Company. The Compensation Committee is authorized tc grant (i} options intendec
to qualify as Incentive Options, (ii) Non-Qualified Options, (iii)} stock
appreciation rights, (iv) restricted stock, (v} performance units, {(vi}
performance shares and {(vii) certain other types of awards.

The number of shares of Company Common Stock available for grant under the
KMC Holdings Stock Option Plan is 600,000. No participant may receive more than
75,000 shares of Company Common Stock under the KMC Holdings Stock Option Plan,

The Compensation Committee has the power and authority to designate
recipients of grants under the KMC Holdings Stock Option Plan, to determine the
terms, conditions and limitations of grants under the plan and to interpret the
provisions of the plan. The exercise price of all Incentive Options granted
under the KMC Holdings Stock Option Plan must be at least egqual to the Fair
Market WValue ({as defined in the plan) of Company Common Stock on the date the
options are granted and the exercise price of all Nonqualified Options granted
under the KMC Holdings Stock Option Plan must be at least equal to 50% of the
Fair Market Value of Company Common Stock on the date the options are granted.
The maximum term of each Option granted under the KMC Holdings Stock Option Plan
will be 10 years. Options will become exercisable at such times and in such
installments as the Compensation Committee provides in the terms of each
individual Option.

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

Mr. Kamine, the Chairman of the Board of the Company, -and Messrs. Quigley
and Patterson, Director of the Company., served as members of the Compensation
Committee of the Board of Directors during 1989. Mr. Quigley is also a member of
Nassau Capital Partners L.P. which, through its affiliates, beneficially owns
more than five percent (5%} of the Company's voting securities.

The Company and certain affiliated companies owned by Mr, Kamine share
certain administrative services. The entity which bears the cost of the service
is reimpursed by the other for the other's propertionate share of such expenses.
These shared services do not include the rent paid by the Company for its
headquarters offices to an affiliate of Mr. Kamine under the lease described in
the next succeeding paragraph. The Company reimbursed Kamine-affiliated
companies for these shared services an aggregate of approximately $60,000, for
1999, .

Effective June 1, 1996, the Company entered into a lease agreement with
Kamine Development Corp. {an entity controlled by Mr. Kamine) pursuant to which
the Company leases its headquarters office in Bedminster, New Jersey. The lease
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expires in January 2007. The lease provides for a base annual rental of
approximately $217,000 (adjusted periodically for changes in the consumer price
index), plus operating expenses.

Pursuant to an agreement, the Company is entitled to utilize a Citation III
business jet chartered by Bedminster Aviation, LLC, a limited liability company
wholly owned by Mr. Kamine, for a fixed price of $2,800 per hour of flight time.
The Citation III will enable up to eight employees, guests or representatives of
the Company to utilize local airfields and visit multiple cities in which the
Company either has an operating system or is building a system, ' without the
necessity of returning to commercial hubs such as Atlanta or St. Louis. The
Company has agreed to use its best efforts to utilize the Citation III fifty
hours per quarter during 2000. However, the Company is under no obligation to do
s0 and has not guaranteed any financial arrangements with respect to the
aircraft or to Bedminster Aviation, LLC. During 1999 the Company paid $210,000
for the use of the Citation III.

On July 1, 1999, the Company acquired all of the membership interests of
KMC Services LLC from Harold N. Kamine, the Chairman of the Board of Directors,
for nominal consideration. KMC Services LLC was formed to provide services to
the Company and its customers, initially offering a leasing program for
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eguipment physically installed at the customer's premises. The acquisition was
accounted for as a combination of entities under common control, and no changes
were made to the historical cost basis of KMC Services LLC's assets. During the
second quarter of 199%, the Company had reduced the carrying value of its
$709,000 loan receivable from KMC Services LLC to an amount equal to the value
of KMC Services LLC's net assets at the acguisition date, KMC Services LLC has
been consolidated with the Company since July 1, 1999,

Pursuant to an Agreement among the Company, Mr. Kamine and Nassau, for 19959
Nassau received $450,000 as a financial advisory fee and as compensation for the
Nassau designees who served on the Board of Directors of the Company., Nassau
will be pald $450,000 as a financial advisory fee for 2000.

In December 1999, the Company purchased $180,000 of office equipment and
leasehold improvements from Kamine Development Corp. (an entity controlled by
Mr. Kamine). The Company determined that the purchase of such equipment was upon
fair and reasonable terms neo less favorable to the Company than could be
obtained in a comparable arm's-length transaction with a person that is not an
affiliate of the Company.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

The following table sets forth certain information regarding the beneficial
ownership of the Common Stock, as of March 29, 2000, by (i) each person known to
the Company to be the beneficial owner of more than 5% of the Common Stock, (ii)
each of the Company's directors, {iii} each of the Named Executive Officers, and
{iv} all directors and executive officers as a group. All information with
respect to beneficial ownership has been furnished to the Company by the
respective stockholders of the Company.

NUMBER OF PERCENTAGE
NAME AMD ADDRESS OF BENEFICIAL CWNER SHARES (1) OWNERSHIP (1)

Harcld N. Kamine. ... .. ... eirinrvenns ceaanen e et ey 573,835 67.2%
c/o Kamine Development Corp.

1545 Route 206

Bedm.nster, NJ 07821

Nassau Capital Partners L.P......ccocvuvnneas e e ia e e 661,4541(2) 44.1%
¢/c Nassau Capital L.L.C.

22 Chambers Street

Princeton, NJ 08542

Newcourt Capital, IRC...ivieiiinvrannans Creienrivanas Cereeraeaas 191,033.2(% 21.6%
2 Gate Hall Drive
Farsipany, NJ 07054

First Union Corp. vvvivrnnnnrrnrvanensn b rtareriaa i an ettt aea 146,742,614} 14.6%
301 South College St.
Charlotte, NT 28288

B9

General Electric Capital COrporation..vveveeeeeiarnrnnans cesaeas 200,476(5) 19.0%
120 Long Ridge Road
Ztamford, CT 06927 '

CIBC INC. suvsuvennans vesarinas - seasaanas hteneraan AT 44,104 5.2%
425 Lexington Avenue .
New York, New York 10017

Michael A. Sternberg ........ R T T LT T teseraasan €5,0001(6) 7.1%
c/o KMC Telecom Holdings, Insz.

1543 Route 206, Suite 300

Bedminster, New Jersey 07921

Gary Ev LaSher.vueienseiannnnenns L, M reeae e 10,000(6) 1.2%
c/¢ KMC Telecom Holdings, Inc.

1545 Reoute 206, Suite 300

Bedminster, New Jersey 0792}
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Johr G, QUigleY.sivevesonvaacnses PN teseiansnbenoian cevesas 661,4541{7; 45.1%

z/c Nassau Capita: Z.L.2.

22 Chambers Street

Frinceton, HJ 0B54C

Richard K., PattersOn..cceencsrasans ervrarareannsa teresaasen .- 3,000(€} C.4%

c/c Waller Capital Corporation

30 Rockefeller Center

Suite 4350

New York, NY 10112

Randall A. HACK. v eetsanatsanresasnnonrrarrossstosoncnsasocannns 661, 45417} 4401t

o/c Massau Capital L.L.C.

22 Chambers Street

Princeron, NJ 08542

Roscoe C. Young IX..iiiiicacnvannens esesaseeanaranan reneraan .. 22,7501(6) 2.6%

c/o KMC Telecom Holdings, Inc

1545 Route 206, Suite 300

Bedminster, NJ 07921

James D. Grenfell....vovvveeictnnarannns btsanrrasaraan [ . 3,600(6) G.4%

c¢/o KMC Telecom Holdings, Inc.

1545 Rouce 206, Suite 300

Bedminstexr, NJ 079I1

Wiliiam E. SteWart. .evranan meeasasssdecanansancaacnannan [P 661,4541(8} 44.1%

c/o KMC Telecom Holdings, Inc

1545 Route 206, Suite 300

Bedminster, NJ 07921

Tricia Breckenridge.......ouevvevenas eeeraenanan terarae tereseas . 5,2001(6) 0.6%

c/o KMC Telecom Holdings, Inc. :

1545 Route 206, Suite 300

Bedminster, NJ 07921

Directors and Offjicers of the Company as a Group (10 persons)... 1,344,839(2) B3.5%

(1} Beneficial ownership is determined in accordance with the rules of the
Commission. In- computing the number of shares beneficially owned by a
person and the percentage ownership of that person, shares subject to
cptions, warrants and convertible securities held by that person that are
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currently exercisable or exercisable within 60 days of March 29, 2000 are
deemed outstanding. Such shares, however, are not deemed outstanding for
the purposes of computing the percentage ownership of any other person.
Except as indicated in the footnotes to this table, each shareholder named
in the table has sole voting and investment power with respect to the
shares set forth opposite such shareholder's name. :

(2) Includes 600,000 shares of Common Stock which Nassau and NAS Partners 1
L.L.C., of which Messrs. Quigley and Hack are members, have the right to
acquire upon conversion of 122,708 and 1,092 shares of Series A Cumulative
Convertible Preferred Stock, respectively, and 47,619 shares of Common
3tock which WNassau and NAS Partners I, L.L.C. have the right to acgquire
upon conversion of 24,778 and 222 shares of Series C Cumulative Convertible
Preferred Stock, respectively. These are the same shares listed for Messrs.
Quigley and Hack. .

(3) Includes 159,184.5 shares of Common Stock held by Newcourt Communications
Finance Corporation, a subsidiary of Newcourt Capital, 1Inc. and 31,848.7
shares of Common Stock which Mewcourt Commercial Finance Corporation, also
a subsidiary of Newcourt Capital, 1Inc., has the right to acquire upon the
exercise of warrants.

(4)  Includes 95,238 shares of Commen Stock which First Union has the right to

acquire upon conversion of 50,000 shares of Series € Cumulative Convertible
Preferred Stock of the Company, and 44,587 shares which First Union Corp.
has the right to acquire upon the exercise of warrants.
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{5) Includes 190,47¢ shares of Commcn Stock which General Electric Capiral
Corporation has the right to acquire upon conversien of 100,000 shares of
Series C Cumulative Convertible Preferred Stock of the Company and 10,000
shares of Common Stock which General Electric Capital Corporation has the
right to acguire upon exzercise of a warrant.

{6) Represents shares of Common Stock which the holder has the right to acquire
upon the exercise of options that are exerciseable within sixty days of
March 29, 2000 pursuant to the KMC Holdings Stock Option Plan.

{7) Messrs. Quigley and Hack, Directors of the Company, are members of Nassau
Capital L.L.C., the general partner of Nassau; accordingly Messrs. Quigley
and Hack may be deemed to be beneficial owners of such shares and for
purposes of this table they are included. Messrs. Quigley and Hack disclaim
beneficial ownership of all such shares within the meaning of Rule 13d-3
under the Exchange Act. Messrs. Quigley and Hack are also membhers of MNAS
Partners I, L.L.C.; accordingly Messrs. Quigley and Hack may be deemed to
be beneficial owners of such shares and for purposes of this table they are
included. Messrs. Quigley and Hack disclaim beneficial ownership of all
such shares within the meaning of Rule 13d-3 under the Exchange Act.

{8) All of the shares indicated as owned by WMr. Stewart are owned directly or
indirectly by Nassau and are included because of Mr. Stewart's affiliation
with Nassau. Mr. Stewart is also a member of NAS Partners I, L.L.C.;
accordingly, Mr. Stewart may be deemed to be the beneficial owner of such
shares and for purposes of this table they are included. Mr. Stewart
disclaims beneficial ownership of all of these shares within the meaning of
Rule 13d-3 under the Exchange Act. ) .

Stockholders Agreement, The Amended and Restated Stockholders Agreement,
dated as of October 31, 1997, restricts the ability of the parties to that
agreement to transfer shares in the Company to persons not affiliated with or
related to such parties. Pursuant to such Stockholders BAgreement and the
Company's certificate of incorporation, Mr. Kamine and Nassau are currently
entitled to elect all of the Directors, three of whom are nominated by Mr.
Kamine (one of whom must be the President and Chief Executive Officer), three of
whom are nominated by Nassau and two of whom are nominated by agreement of Mr.
Kamine, Nassau and either Newcourt Communications Finance Corporation or the
holders of a majerity of the outstanding shares of the Company's Series C
Cumulative Convertible Preferred Stock, The number >f Directors which Mr. Kamine
is entitled to¢ elect would be reduced to two if the number of shares owned by
him were to fall below two-thirds of the number of shares of the Company
initvially issued to him, and to one if the number ©f shares owned by him were to
fall below one-third of the number of shares initially issued to him. If his
ownership were to fall below 5% cof the number of shares initially issued tc him,
Mr. Kamine would no longer be entitled to elect any Directors pursuant to such
provisions. Comparable reductions would be made to the number of Directors which
Nassau is entitled to elect if its ownership were to fall below the specified
percentages. If a default relating to payment occurs under the Amended Senior
Secured Credit Facility, and continues uncured for 90 days, the holders of
Series C Cumulative Convertible Preferred Stock {currently Nassau, NAS Partners
I, L.L.C., General Electric Capital Corporation and First Union) will be
entitled to elect two additional Directors, who will serve until the default is
cured.

Each of Nassau, NAS Partners I, L.L.C, First Union, General Electric
Capital Corporation and Newcourt Communications Finance Corporation has a "put
right" entitling it to have the Company repurchase its shares for the fair
market value of such shares if no Liquidity Event (defined as (i) an initial
public cffering with gross proceeds of at least $40.0 million, {ii) the sale of
substantially all of the stock or assets of the Company or {iii} the nerger or
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consolidatien of the Company with one or more other corporations} has taken
pPlace by the later of (x) October 22, 2003 or (y) 90 days after the final
maturity date of the Company's 12 1/2% Senior Discount Notes. First Union,
General Electric Capital Corperation and Newcourt Communications Finance
Corporation may not exercise such put rights unless Nassau has exercised its put
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right. The indenture applicable to the Company's 13 1/2% Senior Notes, 12 1/2%
senior Discount Notes and the Company's other indebtedness will limit the

Company's ability to repurchase such shares.

Certain of the current stockholders have demand registration rights with
respect to their shares of Common Stock of the Company commencing on the earlier
of June 5, 2000 (in the case of Mr. Kamine or Nassau} and the date on which the
Company completes an initial public offering of Common Stock (and any related
holdback period expires}. Each of the holders of registrable securities also has
certain piggyback registration rights. The parties to the Stockholders Agreement
have agreed not to effect any public sale or distribution ¢f Common Stock of the
Company, or securities convertible into such Common Stock, within 180 days of
the effective date of any demand or piggvback registration.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

In February, 1998, the Company loaned to Roscoe C. Young II, the Company's
President, Chief Operating Officer and Director, the principal sum of $350,000.
The loan is evidenced by a promissory note which bears interest at the rate of
6% per annum. Interest and principal are payable at maturity on February 13,
2003. In June 1998, the Company loaned Mr. Young an additional $110,000. The
largest aggregate amount of loans outstanding to Mr. Young at any time during
1999 was 5405,000. The aggregate amount of lcans outstanding to Mr. Young at
March 29, 2000 was §350,000. Mr. Young repaid $55,000 of this loan within thirty
(30) days and repaid the §55,000 balance in December 1999,

Pursuant to agreements entered into in September and October 1997, between
the Company and each of the holders of Series A Cumulative Convertible Preferred
Stock and Series € Cumulative Convertible Preferred Stock each such holder has
agreed to forego the payment of accumulated dividends on its shares of Series A
Cumulative Convertible Preferred Stock and Series € Cumulative Convertible
Preferred Stock of the Company from the date of such Dividend Agreement through
the date on which such holder disposes of its interest in the Company; provided,
that, upon such disposition, such holder realizes not less than a ten percent
{10%) compound rate of return on its investment for the period from the date of
such Dividend Agreement to the date of such disposition.

Mr. Kamine, Nassau, Newcourt Communications Finance Corporation, First
Unien and General Electric Capital Corporation are parties to the Stockholders
Agreement, Pursuant to the Stockholder's Agreement and the Company's certificate
of incorporation, Mr. Kamine and Nassau are currently entitled to elect all of
the Company's eight Directors, with each entitled to nominate three Directors,
and two to be nominated by agreement of Mr. Kamine, Nassau and either Newcourt
Communications Finance Corperation or the holders of a majority of the
outstanding shares of the Company's Series C Cumulative Convertible Preferred
Stock. The number of Directors which Mr. Kamine is entitled to elect would be
reduced to two if the number of shares owned by him were to fall below
two~thirds of the number of shares of the Company initially issved to him, and
to one if the number of shares owned by him were to fall below one-third of the
number of shares initially issued to him. If his ownership were to fall below 5%
of the number of shares initially issued to him, Mr. Kamine would nc longer be
entitled to elect any Directors pursuant to such provisions. Comparable
reductions would be made to the number of Directors which Nassau is entitled to
elect if its ownership were to fall below the specified fractions,

Newcourt Commercial Finance Corporation {an affiliate of Newcourt Capital,
Inc.) has provided " financing for the Company as one of the lenders under the
Amended Senior Secured Credit Facility. Pursuant to the Bmended Senior Secured
Credit Facility, the lenders have agreed to make available, subject to certain
conditicns, up to a total of $700.0 million, for construction and development of
the Company's twenty-three existing networks, The Company paid Newcourt Capital
and its affiliates an aggregate of $5,000,000 in fees, discounts and comm;ssxons
during the year ended December 31, 1999.

PART 1V
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM B-K.
(A) 1. Financial Statements.

The financial statements are included in Part II, Item 8. of this
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Report.

2. financial Statement Schedules and Supplementary Information
Reguired to be Submitted.

92

Independent Auditors' Report on Schedules
schedule I - Condensed Financial Information ¢f Registrant

Schedule II - Valuation and Qualifying Accounts

These schedules are included in Part II, Item B. of this Report.
All other  schedules have been omitted Dbecause they are
inapplicable or the required information is shown in the
consolidated financial statements or notes.

(B} Reports on Form 8-K.
None.
{C) Index to Exhibits.

The following is a list of all Exhibits filed as part of this
Report: .

EXHIBIT
NUMBER DESCRIPTION OF DOCUMENT

*3.1 Certificate of Incorporation of KMC Telecom Holdings, Inc., as amended,
dated as of April 30, 1999, {incorpeorated herein by reference to Exhibit
3.1 to KMC Telecom Holdings, Inc.'s Form 10-Q for the quarterly period
ended June 30, 1999).

*3.2 Certificate of Powers, Designations, Preferences and Rights of the
Series A Cumulative Convertible Preferred Stock, Par Value 5.01 Per
Share, as amended, dated as of April 30, 1999. (incorporated herein by
reference to Exhibit 3.2 to KMC Telecom Holdings, Inc.'s Form 10-0 for
the quarterly period ended June 30, 1999).

*3.3 Certificate of Powers, Designations, Preferences and Rights of the
Series C Cumulative Convertible Preferred Stock, Par Value $.01 pPer
Share, as amended, dated as of April 30, 1999. ({incorporated herein by
reference to Exhibit 3.3 to KMC Telecom Holdings, 1Inc.'s Ferm 10-Q for
the quarterly period ended June 30, 1999).

*3.4 Certificate of Powers, Designations, Preferences and Rights of the
Series D Cumulative Convertible Preferred Stock, Par Value $.0l Per
Share, as amended, dated as of April 30, 1999. (incorporated herein by
reference to Exhibit 3.4 to KMC Telecom Heldings, 1Inc.'s Form 10-Q for
the quarterly period ended June 30, 1999).

*3.5 Certificate of Voting Powers, Designations, Preferences and Relative
Participating, Optional or Other Special Rights and Qualifications,
Limitations and Restrictions Thereof of the Series E Senior Redeemable,
Exchangeableé, PIK Preferred Stock, as amended, dated as of RBpril 30,
1999, (incorporated herein by reference to Exhibit 3.5 to KMC Telecom
Holdings, 1Inc.'s Form 10-Q for the quarterly period ended June 30,
1999}, . . '

*3.6 Certificate of Voting Powers, Designations, Preferences and Relative
Participating, Optional or Other Special Rights and Qualifications,
Limitations and Restrictions Thereof of the Series F Senior Redeemable,
Exchangeable, PIK Preferred Stock, as amended, dated as of April 30,
1999. (incorporated herein by reference to Exhibit 3.6 to KMC Telecom
Hgégings, Inc.'s Form 10-Q for the quarterly period ended June 30,
1 ).

*3.7 By-Laws of KMC Telecom Holdings, In¢. (incorporated herein by reference
to Exhibit 3.3 to KMC Telecom Holdings, Inc.'s Registration Statement on
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Form 5-4 {Registration No. 333-50475} filed on April 20, 1898,
{hereinafrer referred to as the "KMC Holdings' S-4")}).

*4.1 Amended and Restated Stockholders Agreement dated as of October 31, 1997
by and among KMC Telecom Holdings, Inc., Nassau Capital Partners L.E.,
NAS Partners I L.L.C., Harold N. Kamine, KMC Telecommunications L.P.,
Newcourt Commercial Finance Corporation (formerly known as AT&T Credit
Corporation), General Electric Capital Corporation, CoreStates Bank,
N.A. and CoreStates Holdings, 1Inc. ({incorporated herein by reference to
Exhibit 4.1 to KMC Holdings' 5-4}).
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*4.2 Amendment Neo. 1 dated as of January 7, 1998 to the Amended and Restated
Stockholders Agreement dated as of October 31, 1997, by and among KMC
Telecom Holdings, Inc., Nassau Capital Partners L.P., NAS Partners I
L.L.C., Harold N. Kamine, EKMC Telecommunications L.P., Newcourt
Commercial Finance Corporation {formerly known as AT&T Credit
Corporation}, General Electric Capital Corporation, CoreStates Bank,
N.A. and CoreStates Holdings, Inc. (incorporated herein by reference to
Exhibit 4.2 to KMC Hcldings' 5-4).

*4.3 Amendment No. 2 dated as of January 26, 1998 to the Amended and Restated
Stockholders Agreement dated as of October 31, 1997, by and among KMC

Telecom Holdings, 1Inc., Nassau Capital Partners L.P., NAS Partners I
L.L.C., Hareold N. Kamine, KMC Telecommunications L.P., Newcourt
Commercial Finance Corporation (formerly known as AT&T Credit
Corporation), General Electric Capital Corporation, CoreStates Bank,

N.A. and CoreStates Holdings, Inc. (incorporated herein by reference to
Exhibit 4.3 to KMC Holdings' S-4).

*4.4 Amendment No. 3 dated as of February 25, 1998 to the Amended and
Restated Stockheolders Agreement dated as of October 31, 1997, by and
among KMC Telecom Holdings, Inc. , Nassau Capital Partners L.P.,, NAS

Partners 1 L.L.C., Harold M. Kamine, KMC Telecommunications L.P.,
Newcourt Commercial Finance Corporation (formerly known as AT&T Credit
Corporation), General Electric Capital Corporation, CoreStates Bank,

N.A. and CereStates Holdings, Inc. ({incorporated herein by reference to
Exhibit 4.4 to KMC Holdings' $-4).

*4.5 Amendment No. 4 dated as of February 4, 1999 to the Amended and Restated
Stockholders Agreement dated as of Octcber 31, 19597, by and among KMC
Telecom Holdings, Inc., Nassau Capital Partners L.P., NAS Partners 1I

L.L.C., Hareld N. Kamine, Newcourt Commercial Finance Corporation
(formerly known as AT&T Credit <Corporation), General Electric Capital
Corporatioen, CoreStates Bank, N.A. and CoreStates Holdings, Inc.

(incorporated herein by reference to Exhibit 4.5 to KMC Telecom
Holdings, Inc.'s Form 10-K for the fiscal year ended December 31, 1s98y,

*4.6 Amendment Nec. 5 dated as of April 30, 1999 to the Amended and Restated
Stockholders Agreement dated as of October 31, 1997, by and among KMC
Telecom Moldings, 1Inc., Nassau Capital Partners L.P., NAS Partners I
L.L.C., Harold N. Kamine, Newcourt Commercial Finance Corporation

" {formerly known as AT4T Credit Corporation), General Electric Capital
Corporation, First Union National Bank {as successor to CoreStates Bank,
N.A.} and CoreStates Holdings, Inc. (incorporated herein by reference to
Exhibit 4.11 to KMC Telecom Holdings, Inc.'s Form 10-Q for the quarterly
period ended June 30, 1999}.

*4.7 Amendment No. 6 dated as of June 1, 1899 to the Amended and . Restated
Stockholders Agreement dated as of October 31, 1997, by and among KMC

Telecom Holdings, Inc., ©Nassau Capital Partners L.P,, NAS Partners I
L.L.C., Harold N. Kamine, Newcourt Commercial Finance Corporation
{(formerly known as ATST Credit Corporation), General Electric Capital

Corporation, First Union Mational Bank {as successor to CoreStates Bank,
N.A.) and CoreStates Holdings, Inc. {incorporated herein by reference to
Exhibit 4.12 to KMC Telecom Holdings, Inc.'s Form 10-0 for the quarterly
period ended June 30, 1999).

4.8 Amendment No. 7 dated as of January 1, 2000 to the Amended and Restated
Copyright 2000 EDGAR Online,_Inc. (ver 1.01/2.003) FPage 95

DCOI/JENKE/110003.1



iwd i i P

i mim g A s s B d s i ST

KMC TELECOM HOLDINGS INC - 10-K — Annual Report Date Filed: 3/31/2000

Stockholders Agreement dated as of October 21, 1987, by and among KMC
Telecom Heldings, Inc.,, Nassau Capital Partners L.P., NAS Partners I
L.L.C., Harold N. Kamine, Newcourt Commercial Finance Corporation
{formerly known as AT&T Credit Corporation}, General Electric Capital
Corporation, First Union National Bank (as successor to CoreStates Bank,
N.A.) and CoreStates Holdings, Inc.

*4.9 Indenture dated as of January 29, 1998 betwegn KMC_Telecom. Heldings,
Inc. and The Chase Manhattan Bank, as Trustee, including specimen of KMC
Telecom Heldings, Inc.'s 12 1/2% Senior Discount Note due 2008,
(incorporated herein by reference to Exhibit 4.5 to KMC Holdings' 5-4).
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*4.10 First Supplemental Indenture dated as of May 24, 1999 among KMC Telecom
Holdings, Inc., KMC Telecom Financing, 1Inc. and The Chase Manhattan
Bank, as Trustee, to the Indenture dated as of January 2%, 1998 between
KMC Telecom Holdings, Inc. and The Chase Manhattan Bank, as Trustee.
{incorporated herein by reference to Exhibit 4.1} to KMC Telecom
Heoldings, 1Inc.'s Form 10-Q for the quarterly period ended September 30,
1999}, :

*4.11 Indenture dated as of May 24, 1999 among KMC Telecom Holdings, Inc., KMC
Telecom Financing, Inc. and The Chase Manhattan Bank, as Trustee,
including specimen of KMC Telecom Holdings, Inc.'s 13 1/2% Senior Notes
due 2009. ({incorporated herein by reference to Exhibit 4.2 to KMC
Telecom Holdings, Inc.'s Form 10-0 for the gquarterly period ended
September 30, 1999).

*4,12 Purchase Agreement dated as of May 19, 1999 among KMC Telecom Holdings,
Inc. and Morgan Stanley & Co. Incorporated, Credit Suisse First Boston
Corporation, First Union Capital Markets Corp., CIBC World Markets
Corp., BancBoston Robertson Stephens Inc. and Wasserstein Perella
Securities, Inc. (incorporated herein by reference to Exhibit 4.3 to KMC
Telecom Holdings, Inec.'s Form 10-Q for the quarterly period ended
September 30, -1999), : .

*4.,13 Collateral Pledge and Security Agreement made and entered into as of May
24, 1999 by KMC Telecom Financing, 1Inc. in faver of The Chase Manhattan
Bank as Trustee. (incorporated herein by reference to Exhibit 4.4 to KMC
Telecom Holdings, Inc. ‘'s-.Form 10-Q for the gquarterly period ended
September 30, 1999).

+4.14 Registration Rights Agreement dated as of January 26, 1998, between KMC
Telecom Heldings, Inc. and Morgan Stanley & Co. Incorporated.
{incorporated herein by reference to Exhibit 4.6 to KMC Holdings' 5-4}).

*q,15 Registration Rights Agreement dated as of May 19, 1999 among KMC Telecom
Holdings, 1Inc. and Morgan Stanley & Co. Incorporated, Credit Suisse
First Beston Corporation, First Union Capital Markets Corp., CIBC World
Markets Corp., BancBoston Robertson Stephens Inc. and Wasserstein
Perella Securities, 1Inc. ({incorporated herein by reference to Exhibit
4.5 to KMC Telecom Holdings, 1Inc.'s Form 10-Q for the quarterly period
ended September 30, 1999).

*4.16 Warrant Agreement dated as of January 29, 1998 between KMC Telecom
Holdings, Inc. and The Chase Manhattan Bank, as Warrant Agent, including
a specimen .of Warrant Certificate (incorporated . herein by reference to
Exhibit 4.7 to KMC Holdings' 5-4).

*4.17 Warrant Agreement dated as of February 4, 1999 among KMC Telecom
: Holdings, 1Inc., The Chase Manhattan Bank, as Warrant Agent, Newcourt
Commercial Finance Corporation and Lucent Technologies Inc.
{incorporated herein by reference to Exhibit 10.2 to KMC Telecom
Holdings, 1Inc. 's Form 10-Q for the quarterly period ended March 31,

19399).

*4.18 Warrant Agreement dated as of BApril 30, 1999 among KMC Telecom Holdings,
Inc., The Chase Manhattan Bank, as Warrant Agent, First Union Investors,

Inc., Harold N. Kamine and Nassau Capital Partners L.P. {incorporated
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herein by reference to Exhibit 4.4 to KMC Telecom Holdings, Inc. 's Form
10-0 for the guarterly period ended June 30, 1999).

*4.19 Amendment Neo. 1 dated as of April 30, 1999 to the Warrant Agreement
dated as of February 4, 1999, among KMC Telecom Holdings, Inc., The
Chase Manhattan Bank, as Warrant Agent, Newcourt Commercial Finance
Corporation, Lucent Technologies Inc. and First Union Investors, Inc.
{incorperated herein by reference to Exhibit 4.7 to KMC Telecom
Holdings, Inc.'s Form 10-Q for the quarterly period ended June 30,

1889).

*4 .20 amendment No. 2 dated as of June 1, 1999 to the Warrant Agreement dated
as of February 4, 1999, among KMC Telecom Holdings, 1Inc., The Chase
Manhattan Bank, as Warrant Agent, Newcourt Commercial Finance
Corporation, Lucent Technologies Inc., and First Union Investors, Inc.
{incorpcrated herein by reference to Exhibit 4.8 to KMC Telecom
Hbldings, Inc,'s Form 10-Q for the quarterly period ended June 30,

1999).

25

*4.21 Securities Purchase Agreement dated as of February 4, 1999 among KMC
Telecom Holdings, 1Inc., Newcourt Commercial Finance Corporation and
Lucent Technologies Inc. (incorporated herein by reference to Exhibit
10.1 to KMC Telecom Holdings, Inc.'s Form 10-Q for the quarterly period
ended March 31, 1999).

*4.22 Securities Purchase Agreement dated as of April 30, 1999 between KMC
Telecom Holdings, Inc. and First Union Investors, Inc. [incerporated
herein by reference to Exhibit 4.2 to KMC Telecom Holdings, 1Inc.'s Form
10-Q for the quarterly period ended June 30, 1999).

*4.23 Amendment No. 1 dated as of June 1, 1999 to Securities Purchase
Agreement among KMC Telecom Holdings, Inc., First Union Investors, Inc.,
Newcourt Commercial Finance Corporation and Lucent Technologies Inc.
(incorporated herein by reference to Exhibit 4.3 to KMC Telecom
Holdings, Inc.'s Form 10-Q for the quarterly period ended June 30,

1999} .

*4.24 Warrant Registration Rights BAgreement dated as of January 26, 1998
between KMC Telecom  Holdings, Inc. and Mergan Stanley & Co.
Incorporated. ({incorporated herein by reference to Exhibit 4.8 to KMC

Heldings' S5-4).

*4,25 Warrant Registration Rights Agreement dated as of February 4, 1999 among
KMC Telecom Holdings, 1Inc., Wewcourt Commercial Finance Corporation and
Lucent Technologies Inc, ({incorporated herein by reference to Exhibit
10.3 to KMC Telecom Holdings, Inc.'s Form 10-Q for the quarterly period
ended March 31, 1999).

*4.26 Warrant Registration Rights Agreement dated as of April 30, 1999 between
KMC Telecom Holdings, Inc. and First Union Investors, Inc. {incorporated
herein by reference to Exhibit 4.5 to KMC Telecom Holdings, 1Inc.'s Form
10-0Q for the' quarterly period ended June 30, 1999%9).

*4,27 Amendment No. 1 dated as of April 30, 1999 to Warrant Registration
Rights Agreement among KMC Telecom Holdings, Inc., Newcourt Commercial
Finance Corporation and Lucent Technologies Inc. (incorporated herein by
reference to Exhibit 4.6 to KMC Telecom Holdings, Inc.'s Form 10-Q for
the quarterly period ended June 30, 1999).

*4.28 Preferred Stock Registration Rights Agreement dated as of April 30, 1999
between KMC Telecom Holdings, Inc. and First Union Investors, Inc.
{incorporated herein by reference to Exhibit 4.9 to KMC Telecom
Holdings, Inc.'s Form 10-Q for the quarterly period ended June 30,
15899},

*4.29 DAmendment No. 1 dated as of June 1, 1999 to Preferred Stock Registratiocn
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Rights Agreement among KMC Telecom  Holdings., Inc., First Union
Investors, 1Inc., Newcourt Commercial Finance Corporatlog §nd Lucent
Techneclogies Inc. (incorporated herein by reference to Exhibit 4.10 to

KMC Telecom Holdings, Inc.'s Form 10-Q for the guarterly period ended
June 30, 1888).

*10.1 Purchase Agreement dated January 26, 1998 by and between'KMC Telecom
Holdings, Inc. and Morgan 5tanley & Co. Incorporated (incorporated
herein by reference to Exhibit 10.1 to KMC Holdings' 5-4).

*10.2 Loan and Security Agreement dated as of December 22, 1998 among KMC
Telecom Inc., KMC Telecom II, Inc., KMC Telecom of Virginia, Inc., KMC
Telecom Leasing I LLC, KMC Telecom Leasing II LLC, the additional
subsidiaries from time to time parties thereto, the £financial
institutions signatory thereto from time to time as “Lenders", First
Union National Bank as Administrative Agent for the Lenders and Newcourt
Commercial Finance Corporation (formerly known as AT&T Commercial
Corporation), as Collateral Agent for the Lenders. ({incorporated herein
by reference to Exhibit 10.2 to KMC Telecom Heoldings, Inc.'s Form 10~K
for the fiscal year ended December 31, 1988).
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*10.3  Amendment No. 1 to Loan and Security Agreement dated as of March 3, 1989
te Loan and Security Agreement dated as of December 22, 1998, among KMC
Telecom Inc., KMC Telecom II, Inc., KMC Telecom of Virginia, Inc., KMC
Telecom Leasing I LLC, KMC Telecom Leasing II LLC, the additiomal
subsidiaries from time to time parties thereto, the financial
institutiens signatory . thereto from time to time as “"Lenders", First
Union National Bank as Administrative Agent for the Lenders and Newcourt
Commercial Finance Corporation (formerly known as AT&T Commercial
Corporation), as Collateral Adent for the Lenders. (incorporated herein
by reference tec Exhibit 10.3 to KMC Telecom Holdings, Inc.'s Form 10-K
for the fiscal year ended December 31, 1998).

*10.4 Waiver and . Amendment No. 3 to Loan and Security Agreement -dated as of
October 29, 1999 to Loan and Security Agreement dated as ¢of December 22,
1998, among KMC Telecom Inc., KMC Telecom I, Inc., KMC Telecom of
Virginia, 1Inc,, KMC Telecom Leasing I LLC, KMC Telecom Leasing II LLC,
the financial institutions from time to time parties thereto as
"Lenders", First Unicon National Bank as Administrative Agent for the
Lenders and Newcourt Commercial Finance Corporation (formerly known as
AT&T Commercial Finance Corporation), as Collateral BAgent for the
Lenders. [(incerporated herein by reference to Exhibit 10.4 to KMC
Telecom  Holdings, Inc.'s Registration  Statement on Form  S-4
(Registration No. 333-91237 and 333-91237-01) filed on November 18, 1999
{the "KMC Holdings 1899 S5-4"), :

10.5 Amendment No. 4 to Loan and Security Agreement dated as of December 31,
199% to Loan and Security Agreement dated as of December 22, 1998, among
KMC Telecom Inc., KMC Telecom 1I, Inc., XMC Telecom of Virginia, 1Inc.,
KMC Telecom Leasing I LLC, KMC Telecom Leasing II LLC, the financial
institutions from time to time parties thereto as "Lenders", First Union
National Bank as Administrative Agent for the Lenders and Newcourt
Commercial Finance Corporation {formerly known as AT&T Commercial
Finance Corporation}, an affiliate of The CIT Group, Inc., as Collateral
Agent for the Lenders.

10.6 Amended and Restated Loan and Security Agreement dated as of February
15, 2000 by and among KMC Telecom Inc., KMC Telecom ' II, Inc., KMC
Telecom III, Inc., KMC Telecom of Virginia, Inc., KMC Telecom Leasing I
LLC, KMC Telecom Leasing I¥ LLC, KMC Telecom leasing III LLC, KMC
Telecom.com, Inc., KMC III Services LLC, the financial institutions from
time to time parties thereto as "Lenders", First Union National Bank as
Administrative Agent for the Lenders, First Union WNational Bank, as
Administrative Agent for the Lenders and Newcourt Commercial Finance
Corporation {formerly known as AT&T Commercial Finance Corporation), an
affiliate of The CIT Group, Inc.., as Collateral Agent for the Lenders,

*10.,7 General Agreement by and among KMC Telecom Inc., KMC Telecom II, Inc.
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10.8

10.9

10.10

*10.11

*10.12

*10.13

*10.14

+10.15

*10.16

*10.17

**21.1
**24.1

*#27.1

and Lucent Technoclogies Inc. dated September 24, 1997, as amended on
October 15, 1997 (incorporated herein by reference te Exhibit 10.7 to

KMC Holdings' S-4}.

Amendment Number Two to the General Agreement by and among KMC Telecom
Inc., KMC Telecom II, Inc., KMC Telecom Leasing I LLC, KMC Telecom
Leasing II LLC and Lucent Technologies 1Inc. dated as of December 22,

1598.

Amendment Number Three to the General Agreement by and among KMC Teiecom
Inc., KMC Telecom II, Inc., KMC Telecom III, Inc., KMC Telecom of
Virginia, Inc., KMC Telecom Leasing I LLC, KMC Telecom Leasing II L1,
KMC Telecom Leasing III LLC and Lucent Techneologies Inc., dated as of

November 15, 1989.

Amendment Number Four to the General Agreement by and among KMC Telecom
Inc., KMC Telecom II, Inc., KMC Telecom III, Inc., KMC Telecom IV, Inc.,
KMC Telecom of Virginia, 1Inc., KMC Telecom Leasing I LLC, KMC Telecom
Leasing II LLC, KMC Telecom Leasing III LLC, KMC Telecom Leasing IV LLC,
KMC III Services LLC and Lucent Technelogies Inc. dated as of February

15, 2000C.

Professional Sexrvices Agreement between KMC Telecem Inc. and Lucent
Technologies, 1Inc. dated September 4, 1997. (incorporated herein by
reference to Exhibit 10.8 to KMC Heldings' 5-4}).
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Memorandum of Agreement between KMC Telecom Holdings, Inc. and EFTIA 0SS
Sclutions Inc., dated as of October 26, 1998, (incorporated herein by
reference to Exhibit 10.6 to KMC Telecom Holdings, Inc.'s Form 10-K for
the fiscal year ended December 31, 1998).

Master License Agreement dated December 31, 1998 by and between Billing
Concepts Systems, Inc. and KMC Telecom Heldings, 1Inc. (incorporated
herein by reference to Exhibit 10.7 to KMC Telecom Holdings, Inc.'s Form
10-K for the fiscal year ended December 31, 1998).

Lease Agreement dated January 1, 1996 between Cogeneration Services Inc.
{now known as Kamine Development Corp.} and KMC Telecom Inc.

{incorporated herein by reference to Exhibit 10.8 to KMC Telecom

Holdings, Inc.'s Form 10-K for the fiscal year ended December 31, 1998).

1998 Stock Purchase and Option Plan for Key Employees of KMC Telecom
Holdings, 1Inc. and Affiliates. (incorporated herein by reference to
Exhibit 4 to KMC Holdings, 1Inc.'s Form 10-Q for the quarterly period
ended September 30, 1998).+

Specimen of Non-Qualified Stock Option Agreement for options granted
under the 1998 Stock Purchase and Option Plan for Key Employees of KMC
Telecom Holdings, Inc. and Affiliates. (incorporated herein by reference
to Exhibit 10.10 to KMC Holdings, Inc.'s Form 10-0 for the gquarterly
period ended September 30, 1998).+

Amendment - No. 1 made as of June 7, 1999 to 1998 Stock Purchase and

Option Plan . for Key -Employees of KMC Telecom Holdings, Inc. and

Affiliates (incorporated herein by tfeference to Exhibit 10.1 to KMC
Telecom Hold;ngs. Inc.'s Form 10-Q for the quarterly period ended June
30, 1999).+ .
Subsidiaries of KMC Telecom Holdings, Inc.
Powers of Attorney (Appears con signature page) .

Financial Data Schedule.

* Incorporated herein by reference.
fald Filed herewith.
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+ Management contract or compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the Registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized, in the Town of
Bedminster, State of New Jersey, on the 30th day of March, 2000.

KMC TELECOM HOLDINGS, INC.

By: /s/ ROSCOE C. YOUNG I

Roscoe Young T1
President and Chief Operating Officer

KNOW BY ALL MEN BY THESE PRESENTS, that each perscon whose signature appears
below constitutes and appoints Roscoe C. Young II and William H. Stewart his
true and lawful attorney-in~fact and agent, with full power of substitution and
resubstitution, for him and in his name, place and stead, in any and all
capacities, to sign any and all amendments to this Annual Report on Form 10-X,
and to file the same, with all exhibits thereto and other documents in_
connection therewith, with the Securities and Exchange Commission, granting unto
said attorney-in-fact and agent, full power and autherity to do and perform each
and every act and thing requisite and necessary to be done in and about the
premises, as fully as he might or could do in person, hereby ratifying and
confirming all that said attorney-in-fact and agent or their or his substitutes
or substitute, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requireménts of the Securities Exchange Act of 1934, this report
has been signed below by the fellowing persons on behalf of the Registrant and
in the capacities indicated on the 30th day of March, 2000.

SIGNATURE TITLE(S)
President, Chief Operating Officer
/s/ ROSCOE C. YOQOUNG II and Director {Principal Executive
e T et T L SN . Officer)
/s/ WILLIAM H. STEWART - Executive Vice President, Chief
------------------- “—== -——- Financial Officer and Director
William H. Stewart {(Principal Financial QOfficer)
/s/ ROBERT F. HRGAN Senior Vice President, Finance
---------------------------------------- (Principal Accounting Officer)

Rebert F. Hagan

/s/ HAROLD N. KAMINE Chairman of the Board of Directors

A . 40 T o T T T - kot S o

Haréld N, Kamine.

/s/ GARY E. LASHER ) Vice Chairman of the Board of
——=- - —me e e———— e ————— Directors
Gary E. Lasher

/s/ RICHARD H. PATTERSON Director

e~ — e e e oy B o oy = - ————

Richard H. Patterson

/s/ JOHN G. QUIGLEY Director

A Ll o o B o i P ol o A

John G. Quigley
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